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§158.210

group market, large group market,
supplemental health insurance cov-
erage, health insurance coverage of-
fered to beneficiaries of public pro-
grams (such as Medicare and Med-
icaid), and group health plans as de-
fined in §145.103 of this chapter and ad-
ministered by the issuer.

(d) Maintenance of records. The issuer
must maintain and make available to
the Secretary upon request the data
used to allocate expenses reported
under this Part together with all sup-
porting information required to deter-
mine that the methods identified and
reported as required under paragraph
(b) of this section were accurately im-
plemented in preparing the report re-
quired in §158.110 of this subpart.

Subpart B—Calculating and
Providing the Rebate

§158.210 Minimum medical loss ratio.

Subject to the provisions of §158.211
of this subpart:

(a) Large group market. For all poli-
cies issued in the large group market
in a State during the MLR reporting
year, an issuer must provide a rebate
to enrollees if the issuer has an MLR of
less than 85 percent, as determined in
accordance with this part.

(b) Small group market. For all poli-
cies issued in the small group market
in a State during the MLR reporting
year, an issuer must provide a rebate
to enrollees if the issuer has an MLR of
less than 80 percent, as determined in
accordance with this part.

(¢) Individual market. For all policies
issued in the individual market in a
State during the MLR reporting year,
an issuer must provide a rebate to en-
rollees if the issuer has an MLR of less
than 80 percent, as determined in ac-
cordance with this Part.

(d) Adjustment by the Secretary. If the
Secretary has adjusted the percentage
that issuers in the individual market
in a specific State must meet, then the
adjusted percentage determined by the
Secretary in accordance with §158.301
of this part et seq. must be substituted
for 80 percent in paragraph (c) of this
section.
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§158.211 Requirement in States with a
higher medical loss ratio.

(a) State option to set higher minimum
loss ratio. For coverage offered in a
State whose law provides that issuers
in the State must meet a higher MLR
than that set forth in §158.210, the
State’s higher percentage must be sub-
stituted for the percentage stated in
§158.210 of this subpart.

(b) Considerations in setting a higher
minimum loss ratio. In adopting a higher
minimum loss ratio than that set forth
in §158.210, a State must seek to ensure
adequate participation by health insur-
ance issuers, competition in the health
insurance market in the State, and
value for consumers so that premiums
are used for clinical services and qual-
ity improvements.

§158.220 Aggregation of data in calcu-
lating an issuer’s medical loss ratio.

(a) Aggregation by State and by market.
In general, an issuer’s MLR must be
calculated separately for the large
group market, small group market and
individual market within each State.
However, if, pursuant to section
1312(c)(3) of the Affordable Care Act, a
State requires the small group market
and individual market to be merged,
then the data reported separately
under subpart A for the small group
and individual market in that State
may be merged for purposes of calcu-
lating an issuer’s MLR and any rebates
owing.

(b) Years of data to include in calcu-
lating MLR. Subject to paragraph (c) of
this section, an issuer’s MLR for an
MLR reporting year is calculated ac-
cording to the formula in §158.221 of
this subpart and aggregating the data
reported under this Part for the fol-
lowing 3-year period:

(1) The data for the MLR reporting
year whose MLR is being calculated;
and

(2) The data for the two prior MLR
reporting years.

(c) Requirements for MLR reporting
years 2011 and 2012. (1) For the 2011
MLR reporting year, an issuer’s MLR
is calculated using the data reported
under this Part for the 2011 MLR re-
porting year only.

(2) For the 2012 MLR reporting year—
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(i) If an issuer’s experience for the
2012 MLR reporting year is fully cred-
ible, as defined in §158.230 of this sub-
part, an issuer’s MLR is calculated
using the data reported under this Part
for the 2012 MLR reporting year.

(ii) If an issuer’s experience for the
2012 MLR reporting year is partially
credible or non-credible, as defined in
§1568.230 of this subpart, an issuer’s
MLR is calculated using the data re-
ported under this part for the 2011 MLR
reporting year and the 2012 MLR re-
porting year.

§158.221 Formula for calculating an
issuer’s medical loss ratio.

(a) Medical loss ratio. (1) An issuer’s
MLR is the ratio of the numerator, as
defined in paragraph (b) of this section,
to the denominator, as defined in para-
graph (c) of this section, subject to the
applicable credibility adjustment, if
any, as provided in §158.232 of this sub-
part.

(2) An issuer’s MLR shall be rounded
to three decimal places. For example,
if an MLR is 0.7988, it shall be rounded
to 0.799 or 79.9 percent. If an MLR is
0.8253 or 82.53 percent, it shall be round-
ed to 0.825 or 82.5 percent.

(b) Numerator. The numerator of an
issuer’s MLR for an MLR reporting
year must be the issuer’s incurred
claims, as defined in §158.140 of this
part, plus the issuer’s expenditures for
activities that improve health care
quality, as defined in §158.150 and
§158.151 of this part, that are reported
for the years specified in §158.220 of
this subpart.

(1) The numerator of the MLR for the
2012 MLR reporting year may include
any rebate paid under §158.240 of this
subpart for the 2011 MLR reporting
year if the 2012 MLR reporting year ex-
perience is not fully credible as defined
in §158.230 of this subpart.

(2) The numerator of the MLR for the
2013 MLR reporting year may include
any rebate paid under §158.240 for the
2011 MLR reporting year or the 2012
MLR reporting year.

(3) The numerator of the MLR for
policies that are reported separately
under §158.120(d)(3) of this part must be
the amount specified in paragraph (b)
of this section, except that for the 2011
MLR reporting year the total of the in-

§158.230

curred claims and expenditures for ac-
tivities that improve health care qual-
ity are then multiplied by a factor of
two.

(4) The numerator of the MLR for
policies that are reported separately
under §158.120(d)(4) of this part must be
the amount specified in paragraph (b)
of this section, except that for the 2011
MLR reporting year the total of the in-
curred claims and expenditures for ac-
tivities that improve health care qual-
ity are then multiplied by a factor of
two.

(c) Denominator. The denominator of
an issuer’s MLR must equal the
issuer’s premium revenue, as defined in
§158.130, minus the issuer’s Federal and
State taxes and licensing and regu-
latory fees, described in §§158.161(a) and
158.162(a)(1) and (b)(1) of this part.

§158.230 Credibility adjustment.

(a) General rule. An issuer may add to
the MLR calculated under §158.221(a) of
this subpart the credibility adjustment
specified by §158.232 of this section, if
such MLR is based on partially credible
experience as defined in paragraph
(c)(2) of this section. An issuer may not
apply the credibility adjustment if the
issuer’s experience is fully credible, as
defined in paragraph (c)(1) of this sec-
tion, or non-credible, as defined in
paragraph (c¢)(3) of this section.

(b) Life-years. The credibility of an
issuer’s experience is based upon the
number of life-years covered by the
issuer. Life-years means the total num-
ber of months of coverage for enrollees
whose premiums and claims experience
is included in the report to the Sec-
retary required by §158.110 of this part,
divided by 12.

(c) Credible experience. (1) An MLR
calculated under §158.221(a) through (c)
of this subpart is fully credible if it is
based on the experience of 75,000 or
more life-years.

(2) An MLR calculated under
§158.221(a) through (c) of this subpart is
partially credible if it is based on the
experience of at least 1,000 life-years
and fewer than 75,000 life-years.

(3 An MLR calculated under
§158.221(a) through (c) of this subpart is
non-credible if it is based on the expe-
rience of less than 1,000 life-years.
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